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KEY ECONOMIC INDICATORS: MALAWT 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated aoe a 


Change Est 
1975 1976 1975-76 1977 
Exchange rate: U.S. $1.00 = MK 36 91 .99 


Income, Production, Employment 


GNP at Current Prices $668. 
GDP at Current Prices 656. 
GDP at Constant 1973 Prices 484. 
Per Capita GNP, Current Prices Eon. 
Gross Fixed Investment 185. 
Index (1970=100) of Manufacturing 
Output 180. 
Labor Force (‘'009) 245 
ADMARC Domestic Purchases 
('000 Short Tons) ie) 
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Money and Prices 


Money Supply 
Interest Rates (Commercial Bank) 
Inflation Rate 


Balance of Payments and Trade 


Foreign Exchange Reserves 
External Public Debt 
Annual Debt Service 
Balance of Payments: 
Current Account Balance 
Capital Account Balance 
Balance ¢f Trade 
Exports, FOB 
U.S. Share 
Imports , FOB 
U.S. Share 
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Main Imports from U.S. (1977): Machines for Road Construction ($2.4); 
Ammonium Sulphate ($1.2); Cereals ($0.6); Machines and Mechanical Apparatus 
($0.5); Agricultural and Harvesting Machines ($0.4). (Values in $million). 


Summary: Malawi's 1977 economic performance, with a 16% increase on Gross 
National Product (GNP) at current market prices (Embassy estimates a 6% 
real GNP increase), was consistent with its impressive 13% average growth 
(at current prices) since independence in 1964. After-deteriorating in 
1976, the balance of payments position improved considerably as a result 
of record exports, increased capital inflows, and the government's 
credit restraint policies. The agricultural sector, keystone of Malawi's 
development prospects, grew at a satisfactory rate. Record output and 
favorable world prices for tobacco and tea helped Malawi generate its 
first-ever merchandise trade surplus. Rapid export growth induced the 
debt service/export earnings ratio to fall to 5%. Despite a sizeable 
expansion of the money supply, the overall inflation rate was 8.52%. 


Malawi has earned a good reputation for its well designed and administered 
development programs. Largely as a result of this, the country has re- 
cieved more external assistance in recent years. Progress on a number of 
major projects of possible interest to American firms should be made dur- 
ing 1978 and 1979. Although the market is relatively small, Malawi offers 
American business an open economic system and a record of political 
stability. 


Current Economic Situation and Trends 


Agriculture 


As Malawi has almost no exploitable mineral resources and a limited 
manufacturing base, the performance of the agricultural sector is the 

key to continued development. Estate production, principally tobacco, tea 
and sugar, increased almost 15% in value while the growth rate of the 
sector as a whole was about 6%. The estates provide over half of Malawi's 
total exports and have been the most dynamic element of the economy in 
recent years. Results from the smallholder farmers, who produce about 

85% of the total agricultural output, have been less encouraging but 

hard statistics are not available. The Agricultural Development and 
Marketing Corporation (ADMARC), a statutory organization, is the residual 
buyer of smallholder produce that is neither consumed by the grower nor 
sold privately. ADMARC purchases in 1977 rose 4% in value and 7% in volume. 


Since independence in 1964, the principal focus of the government's 
development strategy has been on raising agricultural production. As 
Malawi is now virtually self-sufficient in food production, greater emphasis 
is being placed on increasing and diversifying agricultural exports. 

Sugar, groundnuts and rice have been targeted as crops with additional 
export potential. With the aim of improving crop yields, the government 
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instituted a National Rural Development Program (NRDP) in 1977. 
Under the NRMOP, a 20-year scheme, selected packages of inputs will 
be provided to smallholders and additional instruction from agricul- 
tural extension workers will be made available. 


It is believed that 1978 agricultural output will surpass iast year's. 
There have been no major outbreaks of crop disease and the planting 
rains were the heaviest in years (rain damage was reported in some 
areas). Tobacco prices are good; world tea prices are down from last 
year's record prices while sugar prices remain depressed. 


Foreign Reserves and Trade 


Malawi's balance of payments position improved considerably in 1977 and 
foreign reserve holdings increased $58 million to reach $84 million 

by December. This strong showing followed a record export performance, 
a significant increase in capital inflows and government credit restraint 
policies. The merchandise trade account achieved a small surplus - 
Malawi's first since independence. Higher world prices for tobacco 

and tea, which together accounted for 74% of total exports, were the 
major contributing factors. The deficit on the services account grew, 
however, reflecting increased transport costs. Unrequited transfers 
grew mainly as a result of the Canadian government's decision to convert 
its loans to grants. Consequently, the current account deficit fell from 
$42.6 million in 1976 to $34 million last year. The current account 
deficit was more than offset by a capital account surplus of $95 
million. The capital inflow was led by an accelerated disbursement of 
loan funds previously contracted, increased 1977 foreign borrowing 
(mainly on concessionary terms), and a reversal of the previous year's 
net outflow of short-term capital. External debt was estimated to have 
grown 13% to $292 million by the end of 1977. However, due to the soft 
nature of the repayment terms of most of these debts, the debt service/ 
export earnings ratio is almost 5%. Malawi's gross foreign reserves 

of $384 million in December 1977 will cover the cost of about four months 
imports. 


Merchandise exports rose 23Z in 1977 to $207.8 million. Import growth 
was slower at 7% with a total value of $204.7 million. As mentioned pre- 
viously, higher world tobacco and tea prices were the major factors in 
the increased value of exports. Buoyant world prices for these two 
conmodities generated a 13% improvement in Malawi's terms of trade. 

This reversed a three-year trend of falling terms of trade. 


The United Kingdom {s Malawi's major export market (49%), while South 

Africa (36%) and the United Kingdom (20%) are the principal import suppliers. 
In 1977 the United States provided 5% of this countrys total imports. Im- 
port growth is expected to exceed export expansion in 1978. However, 
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capital inflows appear sufficient to maintain an adequate level of 
foreign reserves. 


As a land-locked country, Malawi relies upon raillines through neighbor- 
ing Mozambique for access to the Indian Ocean. Cooperation in the 
transport sector between the two countries appears good but administra- 
tive and technical difficulties at the Mozambique ports continue to 
cause delays. Hence, air freight is sometimes used for urgently needed 
imports. 


Industry, Investment and Employment 


Malawi's industrial development strategy has focused on import substi- 
tution. With fewer opportunities for expansion in this area in recent 
years, the possibility of creating light industry using local inputs 
has been examined. Lacking mineral resources, ugto-based industries 
appear to offer the best prospects. The country is handicapped in this 
effort, however, by a small internal market, difficulty in exporting 

to its neighbors because of their financial problems, and high trans- 
port costs to the world's major markets. In 1977 the manufacturing 
sector contributed 12% of total Gross Domestic Product. -The index of 
manufacturing output rose 122. 


The main stimulus to domestic demand was provided by the expansion of 
investment expenditure, associated with a marked improvement in the 
external position and the resulting upsurge in confidence. Led by the 
expansion of fixed investment in the public sector, gross fixed in- 
vestment is estimated to have grown 12%. Private sector investment, 
which formed about one-third of the 1977 total of $177 million, in- 
creased only 1%. Despite the increase in total fixed investment, the 
ratio of fixed investment to GDP (19%) was lower than in the preceeding 
three years. 


Paid employment rose 5% to 272,194 workers in 1977. This figure repre- 
sents about 15% of the economically active population. Average monthly 
earnings remained at the 1976 level of $35.00, causing a decline in real 


wages as the inflation rate was estimated by the Malawi government at 
8.5%. 


Government Expenditure and the Development Program 


Total government spending is budgeted at $296 million for the local 
fiscal year which ends March 31, 1979. This figure is roughly divided 
in half between expenditure on recurrent items and the development pro- 
gram. Public sector investment falls within the development budget and 
over 80% of these programs are financed by foreign grants and loans. 
Total expenditure is up over 20% from the previous year due ‘to a civil 
service wage increase and higher spending on the development account. 
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A Canadian-financed railway expansion, construction of a major hydro- 
electric project on the Shire River and schemes to increase the 
Blantyre and Lilongwe urban water supplies are among the major infra- 
structure projects which will account for over half of the development 
expenditure in this fiscal year. The sectors receiving the largest 


percentages of development money are transport (44%), agriculture (162) 
and power (9%). 


ADMARC, the state agricultural marketing organization, continues to 
operate at a healthy profit which has allowed expansion of both its 
assets and investment portfolio. More modest profits are thought to 
have been made by other parastatal bodies such as the Electricity 
Supply Commission, Malawi Housing Corporation, Malawi Development 
Corporation, Malawi Railways and Air Malawi. The fact that the para- 
statal organizations break even or register only small losses in most 
yeats reflects government policy that these bodies should chatige econ- 
omic prices for their goods and services. 


Implications for the United States 


Malawi offers Ametican business an economy where private enterprise 
has been officially targeted as the motor of economic growth and where 
there is a long record of political stability. A liberal attitude 
exists toward foreign investment, particularly in import substitution 
and labor-intensive industries. However, new firms are required to 


be licensed by the government. Investment incentives, on the other hand, 
include the extension of exclusive production rights in particular 
product fields for a limited time and liberal depreciation allowances. 
The Malawi government encourages local participation in new enterprises 
where a foreign interest in present. ADMARC, the Malawi Development 
Corporation (MDC) and Press (Holdings) Ltd, a private company whose 
shares are held by President Banda, are the major firms with the ability 
to raise sufficient capital to participate in such ventures. The basic 
corporate tax rate is a flat 45% of net profit. Repatriation of capital 
and profits requires prior government approval but this has not been 
difficult to obtain. All OPIC programs are potentially operative as is 
a United States - Malawi double taxation agreement. 


Projects offering significant opportunities for American business include 
the Viphya Pulp Scheme which may cost as much as $500 million (including 
infrastructure), possible mining operations at the Ngana coal field, 

a replacement for Air Malawi's VYC-10 which goes out of service in 1980, 
and commercial finance for both:the public and private sectors. The 
government is also encouraging investment in the local tourist industry 
and hopes to find foreign firms interested in new hotel construction 

on Lake Malawi. Competition for supplying imports comes mainly from 
South Africa and the United Kingdom. Although the small size of the 
market might not warrant a special trip by American businessmen, an 
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exploratory stop here during a trip to the Southern Africa region 
could be in order. Lack of personal contact with Malawi buyers 
has been one of the major constraints on increasing American sales, 
While few in number, American firms now operating in Malawi report 
that they are quite pleased with their profitability. 
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